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Feb. 20: In Washington, Reagan administration officials reacted with disappointment to the
Brazilian decision, but continued optimistic that Brazil would work out its problems. "Clearly some
things are off track in Brazil, but the Baker plan is not dead," said an official who asked not to be
identified. (NEW YORK TIMES, 02/21/87) US Treasury Secretary James Baker, in congressional
testimony Feb. 19, insisted that "considerable progress had been made" in terms of the Reagan
administration's debt initiative which bears his name. He cited efforts to improve economic
efficiency; agreements to set up IMF programs in 8 of 15 debtor nations, including new loan
commitments of $4.7 billion, and the participation of commercial banks in nearly $70 billion of debt
reschedulings. But most analysts said that the Brazilian development must be considered a setback.
"It is an unambiguous disappointment for the broad strategy," said William Cline, senior fellow at
the Institute of Economics. "What we are seeing is a vivid illustration that domestic policy is critical
to the debt strategy."
Representatives of major US banks said Brazil was bowing to the inevitable in suspending interest
payments. "There is no way they can avoid going into arrears, said the head of international lending
for one bank." Another said, "Brazil clearly is in a pinch. Its balance of trade has deteriorated
markedly." According to Alan Riding (NEW YORK TIMES, 02/21/87), bankers were taken by
surprise. However, they appear convinced that Brasilia is not exaggerating its distress and that
creditors must assist in resolving the current crisis and help put the country on a more viable
economic footing.
Brazilian problems, of course, are causing great concern, not only because it is the world's largest
debtor nation, but because any deal worked out could serve as a precedent for others. The bankers
pointed out that the long-term solution is fundamental economic reform to lower inflation, increase
savings and cool the burst of domestic spending. "Brazil has some cash problems," said William
Butcher of Chase Manhattan. But he insisted that the Third World debt situation had improved
since 1982. "The vitality of these countries has improved. We've made great progress."
Feb. 23: Major US bank stocks dropped while New York stock exchange analysts and bankers
attempted to evaluate the possible impact of the indefinite postponement of Brazilian interest
payments on its foreign commercial debt. Many bankers were confident that Brazil would not
continue the suspension over 90 days at the maximum, since they argued, the measure was adopted
only as a means to prevent further deterioration of foreign currency reserves. Nevertheless, it is
evident the banks were taken by surprise.
On Monday, Citicorp stocks dropped $3.75 to $54.50; Chase Manhattan, $1.75 to $38.37; Bank
America fell to $11.50; Manufacturers Hanover, $1.25 to $46.67; and Morgan Guaranty, $1.50 to
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$45.75. Brazil's most important creditor banks are Citicorp, with some $4.7 billion in outstanding
loans, in addition to extensive commercial operations in that country; Bank America, $2.7 billion
outstanding; Chase Manhattan, $2.8 billion; Manufacturers Hanover, $2.3 billion, and Morgan
Guaranty, $1.9 billion. The bankers' principal concern at present is the length of the moratorium. If
interest payments are suspended more than 90 days, they must create additional reserves to absorb
possible losses, which in turn significantly diminishes profit potential. "This situation is mutual. It
could have a severe impact on many North American banks," said Mike Snavely, vice president of
the First Bank system of Minneapolis, which has some $140 million in credit affected by the Brazilian
decision. "But I do not believe the Brazilians want this."
Snavely pointed out that Brazil and other Latin American debtors have suspended interest
payments on other occasions, but that they were renewed after subsequent negotiations. A New
York commercial bank executive requesting anonymity said that Brazil is experiencing immediate
liquidity problems, and that his firm does not consider the situation a desperate one. "We consider
this as a short-term problem and we have confidence in the basic vitality of the country," he added.
A spokesperson for Dai-Ichi Kangyo Bank Ltd. the largest bank in the world headquartered in Tokyo
said, "The idea of not receiving interest or principal payments is the worst that can happen in the
banking business."
The spokesperson, who also requested anonymity, added that Dai-Ichi Kangyo is as yet preparing
a response to the Brazilian decision. Japanese banks have some $10 billion in outstanding loans to
Brazil. Dai-Ichi Kangyo declined to provide information on the extent of its outstanding loans to the
South American country. Apparently, said bankers, Brazil wishes to obtain an agreement similar
to that arranged for Mexico last year, i.e., limiting debt payments to a specified proportion of gross
domestic product, interest rate reduction and longer payment terms.
Next, the bankers are concerned that other debtor nations will follow the Brazilian example. In
1985, Peru limited payment on its $15 billion foreign debt to a figure no higher than 10% of export
revenues. Meanwhile, Argentina has threatened to suspend interest payments on its $52 billion debt
if it does not receive $2.15 billion in new credits from private banks. Although nations in economic
straits appear disposed to pressure the banks to obtain concessions, the banks have been preparing
themselves for this eventuality for some time. Thus, according to the Associated Press (02/23/897),
the banks have been discreetly putting thousands of millions of dollars in new reserves to cover
possible credit losses. Brent Erensel, banking industry analyst for the Dean Witter Reynolds Inc.
investment firm, said the Third World debtor nations have the most to lose and that the situation
will turn ugly the moment they decide to declare moratoriums.
Bankers and financial analysts seeimingly agree that rigid positions assumed by creditors in
negotiations will definitely lead to debtor nations adopting unilateral decisions such as payment
interruption to obtain concessions. However, analysts argue that such actions could delay or
diminish the concession of new credits to Third World nations, and thus exacerbate political and
economic instability. A major obstacle to the rapid renegotiation of the Brazilian foreign debt
could be the growing opposition among principal creditors to grant new concessions to Third
World debtors. For instance, Citicorp has repeatedly resisted the granting of new concessions to
debtors in economic straits, such as Mexico, with the argument that such concessions only serve to
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delay the return of these countries to regular credit channels. Another point of conflict may be the
participation of the IMF in whatever credit rescue package is devised.
The IMF conditions its financial assistance to debtor nations on the adoption of austerity programs;
the Brazilian government has consistently refused to accept IMF conditions. US bankers and
economic analysts stated that the Brazilian example is not likely to spread to other Latin American
nations. Morgan Guaranty's principal economist said he did not see any danger of "contagion."
Morgan has $1.9 billion in outstanding loans with Brazil. Riordan Roett, a political risk analyst with
Chase Manhattan, said Riordan Roett, told Agence France Presse (AFP) in an interview that the
decision was "a negotiating strategy" to obtain concessions from foreign commercial banks, which
can also favor other debtor nations currently engaged in restructuring their debts.
Brazil currently owes Chase some $2.8 billion. Roett, who is also director of Latin American Studies
for the School of Advanced International Studies at Johns Hopkins University and an expert
on Brazil, stated that with the decision announced Feb. 20 Brasilia has placed itself in a difficult
negotiating position with its creditors. However, he reiterated the only objective of the action was
to apply a bit of pressure on the banks to be more forthcoming in upcoming negotiations on Brazil's
foreign debt. In contrast, another analyst who requested anonymity, argued that the Brazilian
economic situation is truly "serious," and that Brasilia has not other option but to adopt "measures
of international politics."
This analyst said suspension of interest payments buys time for the government to elaborate an
economic policy package, while simultaneously avoiding further deterioration of the country's
dwindling foreign reserves. Roett said the Brazilian decision will not lead to substantial changes in
the conduct of other Latin American debtors who are currently engaged in extremely complicated
bilateral negotiations for financing packages. Next, he claimed there is no possibility that Mexico
will "reopen" negotiations on its refinancing package completed last year. Roett said Argentina is
demanding substantial concessions in its negotiations which have just begun, while Venezuela has
nearly completed similar negotiations.
Meanwhile, Chilean negotiations have been complicated by US opposition to co-financing by the
World Bank. Roett declared that if Brazil adopts "necessary domestic economic measures," it would
obtain the desired cooperation by the banks and the US government. According to the Brazilianist,
the banks who at present are finalizing a $6 billion package of new credits for Mexico will not find it
difficult to extend to Brazil the requested $4 billion.
The anonymous analyst asserted that if creditor governments and banks demonstrate flexibility
in the Brazilian case, Brasilia must reciprocate with respect to its position vis-a-vis the IMF. He
added that refinancing of the Brazilian debt with the Paris Club was limited to a six-month period,
precisely because of respective government creditors' concern about the absence of an agreement
with the IMF. Sen. Bill Bradley (D-NJ), a principal proponent for the reduction of charges on Third
World nations' foreign debt and a write-off of a portion of debt principal, said the Brazilian decision
was expected, given the realities of the world economy and financial system. He pointed out that the
step taken by Brazil occurs after Peru, Ecuador and Venezuela have adopted similar decisions and
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on the eve of Mexico's receipt of a debt financing package negotiated last year. He claimed "all this"
represents a new stage in the foreign debt crisis.
The senator said that instead of assuming leadership for a growing joint action with Latin America
and in support of the democratic process in the region, the US has been put on the defensive.
Bradley stated that the most appropriate means of dealing with the debt crisis continues to be
cancellation of a portion of the debt and reduced interest rates. At this time, he said, threatened by
the unilateral action of one of the world's largest debtor nations, "the banks must see the wisdom of
this strategy." Director of Hemispheric Studies at the American Enterprise Institute (AEI), Howard
Wiarda, said in a recent study that President Reagan must recognize that even if Latin America
cannot pay its foreign debt, its strategic importance to the United States is such that it cannot be left
in bankruptcy. Ultimately, he said, the US will have to provide financial rescue. (Basic data from
Agence France Presse, 02/23/87; AP, 02/23/87; NEW YORK TIMES, 02/23/87; 02/24/87)
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